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EDITORIAL DEPARTMENT NOTE 


The past several years have seen an increasing number of tations 
providing instances of budgetary control in which the proc recom- 
mended were closely linked to operating facts. The frst article in this ase, 
dealing with the machine tool industry in which short-run plans - 
less easily tied to certainties than in many other lines, : afeais yon 
ample of control methods aligned to market outlook and shop  condiaiaten: 

NORMAN T. HARRISON, the author, has had varied industrial experi- 
ence and is y= Senior Accountant with Patterson, Teele & apa pte in 
their Boston office. Mr, Harrison has headed —— a and cost 
accounting activities at the Foster Merriam Co. ro Engineering 
Corp., both in Meriden, Conn., and has occupied a cue of executive 
accounting posts in the public utilities industry. 

e 

A general conviction exists among accountants and line executives that it 
will ultimately prove possible to exercise a control over the costs of selling 
and distributing products comparable to that which has been developed in 
many companies to control manufacturing costs. Our second article takes 
hold of this thought and makes considerable headway in presenting the con- 
trol of costs of distribution as amenable to systematic survey. 

The author, FRED L. HEATH, is a consulting engineer in the field 
of sales, distribution, and production problems and is President of the engi- 
neering firm bearing his name. Mr. Heath is a veteran of World War I. 
After a period in sales work, he entered the industrial engineering field in 
1928 with a large eastern firm, later ~ tte its Executive Vice President. 


Are your customers going to repair or replace? In companies manufactur- 
ing large items of equipment, it makes a difference. The only authoritative 
answer lies with events, but a F eer me for following items beyond the 
point of sale which may provide pertinent information on the subject is 
outlined in the third article. 

The presentation is written RUSSELL I. JOHNSON, Tabulating 
Supervisor, Caterpillar 7 , Peoria, Il. r. Johnson has occupied 
this position for the past two years and seuulieaie held planning, cost, 
auditing, and payroll posts with his company. 

@ 

Control of labor costs is a current problem which takes precedence of all 
others in the thoughts of many operating executives in manufacturing com- 
on. As a result, a number of useful devices for prompt rting of 

bor costs incurred are being employed to make such control effective. 
Fag all, like the one set forth in our final article, will give direction to 

the thinking of industrial accountants in other lines and companies coping 
with the same broad problem. 

GLOYD A. HARLOW, M rt of Cost and Payroll Department, Lake 
Shore Tire & Rubber Co., Des Moines, Iowa, the author of the article, has 
been with his present employer for a period of eight years, during the latter 
portion of which he has assisted in rere ° - oe om pany’s standard 
cost system and budgetary control methods. M feet bs co 

accounting, and cost work since 1934. 
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BUDGETARY CONTROL OF PRODUCTION AND COSTS 
IN THE MACHINE TOOL INDUSTRY 
By NORMAN T. HARRISON, 


Senior Accountant, Patterson, Teele & Dennis, 
Boston, Mass. 


IHE Machine tool manufacturer in the United States faces 

many vital problems today. He is confronted with a satura- 
tion of his domestic market as a result of peak production during 
the war years. He realizes that because of chaoti¢ postwar eco- 
nomic conditions abroad, his foreign market is seriously jeopard- 
ized. He is apprehensive about the level of domestic industrial 
activity because of ever increasing prices. He is probably in the 
position of having, during the war, expanded his plant far above 
the capacity required for -normal peacetime production of his basic 
products. He must make plans to provide funds to replace, some- 
time in the future, heavy and costly items of machinery and equip- 
ment at prices which may be far in excess of the cost of his pres- 
ent equipment. 


Need For and Purpose of Budgetary Control 


How then shall he cope with the many and varied problems with 
which he is confronted? It is true he must have a creative re- 
search organization capable of producing new machines and 
equipment, or improving existing ones, at a rate sufficient to main- 
tain or improve the competitive position of his company, a skillful 
and efficient shop organization for producing his goods, and a 
distribution or sales organization for securing a reasonable share 
of the potential market for his tools. But such an organization 
does not guarantee a fair return for his stockholders, nor will it, 
in and of itself, insure against financial failure of the business. 
Therefore, the importance of an effective system of budgetary 
control as a function of his administrative or accounting staff can- 
not be overemphasized. 

The purposes and advantages of business budgeting in the ma- 
chine tool industry at the present time may be briefly outlined as 
follows : 


1. It will enable the management to investigate thoroughly 
and to study the situation with which the enterprise is 
faced. 
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It will provide the means for arriving at an expected or 
probable maximum volume of business obtainable for a 
given period of time in the future. 

It will enable the manufacturer to set a profit objective, 


.based upon the expected volume of business. 


It will provide a means of relating the activity of the 
business to the level necessary to produce the expected 
sales volume and to realize the profit objective. 

It will afford a means of controlling: operations during 
the period required to reach the objective. 


Approach: The Sales Budget 


The most important single element in budgetary control is a 
sound and accurate sales forecast. 

The following factors might be pertinent and should be given 
due consideration in reconciling past performance sales with re- 
sults of market or sales analysis :° 


I. 


2. 


The expected general trend of industrial activity and busi- 
ness volume. 

The sales curve in the immediate past as a possible indica- 
tion of a continuing trend. 

The potential sales stimulus of the 1947 National Machine 
Tool Builders’ Show. 

The effect of peak production during the war years and 
of the supply of available war asset machines on the mar- 
ket. 

The recovery or loss of a portion of the company’s poten- 
tial market for competitive machines. 

The effect of the “dollar shortage” on foreign sales of 
machines. 

The possible effect on foreign sales of the Marshall Plan, 
with its avowed secondary purpose of furnishing agri- 
cultural and industrial machinery with which to rehabili- 
tate war-torn nations. 

Technological improvements causing a change in the mar- 
ket for the manufacturer’s particular products or re- 
quiring changes in customers’ methods of production or 
products to be produced. 


Setting the Profit Objective 
Having projected sales into a fixed period in the future, it is 
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then necessary for the manufacturer to set a profit or financial 
objective based upon and for the period contemplated in the sales 
forecast. In setting the profit objective, it will be necessary for 
him to consider many interlocking factors, such as the following: 


1. The profit or loss which will result from a given volume 
of sales. 

2. The break-even point in sales. 

" 3. The required volume of sales necessary to produce a given 
profit essential to retain capital in the business. 

4. The sales which can be produced with the available plant 
facilities and the capacity at which it is necessary to op- 
erate the plant in order to break even or to produce a 
given profit. 


































Having arrived at an expected sales volume for the subsequent 
fiscal year, it is a fairly simple matter to determine, on the basis 
of present operations, the relationships outlined above. For ex- 
ample, assume that the manufacturer has arrived at a sound sales 
forecast of $6,000,000 for the ensuing fiscal year, that his present 

fixed costs amount to $2,000,000 a year, and that his variable re- 
f ‘search, engineering, manufacturing, selling, and administrative 
costs are 70 per cent of sales. Assume also that each direct labor 
hour is currently producing $10 in sales and that available plant 
] capacity on a one-shift basis is capable of utilizing 1,000,000 direct 
labor hours a year. These figures would tabulate to the following 








results : 
Direct Per cent 
. Profit labor of one-shift 
Level Sales Costs* (Loss) hours** operation 
Forecast $6,000,000 $6,200,000 ($200,000) 600,000 60% 
Break-even 6,656,666 6,666,666 _ 666,666 6634% 
Profit area 8,333,333 7,833,330 500,000 833,333 834% 


‘ 93 921000,000 plus 70% of sales 

** Computed as one for each $10 of sales 

The figure for sales required for any level of profits to which 
all aspects of the data apply is obtainable by dividing 30%, the 
margin between variable costs and sales, into fixed costs of 
: $2,000,000 plus the profit sought. ° 

It will be apparent that the figures we have been working with 
are those underlying the familiar break-even chart from which 
similar correlated data for graduated levels of activity may be read 
by inspection. 
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Steps Toward Realizing Planned Profit 


Faced with the situation which we have outlined the machine tool 
manufacturer, in setting his profit objective, has several alterna- 
tives. He may take steps to increase his sales volume. He may 
increase his unit selling prices if competitive market conditions 
permit. On the cost side, he must decide to what extent variable 
research, engineering, manufacturing, and selling and administra- 
tive costs must be reduced in order to realize the profit objective 
set. It is in connection with the latter step that budgetary and 
production control become most important. 

The machine tool manufacturer has many involved considera- 
tions in the control of production. He may have as many as 
30,000 different components of finished parts, merchandise, equip- 
ment, and special tools assembled into his finished products. He 
manufactures and purchases standard or semistandard parts and 
equipment for stock in anticipation of sales demand for his basic 
machines, but he must engineer and manufacture many items of 
special equipment and special tools to his customers’ specifications 
upon receipt of orders, to be shipped and used with his basic ma- 
chine. Because of the inherent nature of his product, he has a 
lengthy production cycle. 


Production Required by Sales Forecast 

The first steps in control of production are those of expressing 
the sales forecast in terms of physical components or units and 
in terms of plant load. The following method was recently used 
by a machine tool manufacturer, which, in one operation or analy- 
sis, provided all of the necessary information as to physical com- 
ponents or units required to be produced in order to fill the sales 
forecast. 

The manufacturer has four basic major product classifications 
with several sizes of machines or equipment in each classification 
and an aggregate of approximately 25,000 different component 
finished parts. Costs and accounts are kept on the basis of stand- 
ard cost and inventories are so valued for financial statement pur- 
poses. The manufacturer has a master engineering file of ma- 
chine tabulating cards for each component finished part included 
in its basic finished products, and each tabulating card has punched 
therein the part number, the inventory classification, and the stand- 
ard cost of the finished part. Plant operations currently are on 
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a one-shift basis at 100 per cent of capacity plus a second shift at 
approximately 15 per cent of capacity. A sound sales forecast 
has been developed for the ensuing fiscal year. 

| Duplicate tabulating cards for each part (with the part number, 
y inventory classification, and standard cost indicated and punched 
therein) were reproduced by the machine duplicator and were 
distributed, together with a copy of the detailed sales forecast, to 
the ordering and inventory control clerks. The clerks selected 








, were those: (1) who were qualified to interpret the sales forecast 
in terms of component parts and equipment, and (2) who were 
- responsible for setting proper maximum, minimeam, and produc- 
= tion order quantities. 
> The ordering clerks then reviewed each finished parts per- 
le petual inventory card and, in the light of the requirements neces- 
id sary to fill the sales forecast, entered the following information 
ic on the duplicate machine tabulating cards for each finished part: 
of 1. The quantity in finished parts stock. 
as 2. The quantity on order and in process. 
of 3. The quantity to be manufactured in the first quarter. of 
° the ensuing fiscal year. 
4. The quantity to be manufactured in the second quarter of 
the ensuing fiscal year. 
ng 5. The quantity to be manufactured in the last half of the 
od ensuing fiscal year. 
ed 


) The tabulating cards were then returned to the tabulating de- 
y- partment, the foregoing information punched therein, and all of 














“3 the quantities shown were extended (by means of the automatic 
machine multiplier) at standard cost. A detailed tabulation and 

in a summary tabulation were then made, the latter appearing some- 

on what as follows: 

nt Standard Cost 

1d- Machine In process To be manufactured in 1948 
classifi- and First Second 

ar- cation Instock on order quarter quarter ‘Last half 

1a- A $171,648 $308,496 $175,231 160,418 $305,345 

led B 97,741 187,765 90,012 . S8419 160,425 

Cc 74,412 138,138 84,177 71,683 142,021 
1ed D 47,360 106,290 46,465 47,893 102,314 
xd- 


Totals $391,161 $740,689 $395,885 $368,413 $710,105 
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Conversion to Plant Load 

The foregoing summary was then converted into plant load 
figures as illustrated in Exhibit 2. It should be noted that the 
above inventory analysis was prepared as of the end of the tenth 
month of the fiscal year preceding the forecast year. In ordér to 
arrive at direct labor hours necessary to complete the material “In 
process and on order,” it was necessary, therefore, to reduce the 
total standard cost thereof by the amount already expended, as 
indicated by the total value of the work in process inventory as 
of the same date, stated at standard cost. 

It should be noted further in connection with the computations 
in Exhibit 2, that important factors in arriving at accurate manu- 
facturing load figures are the conversion rates used to get from 
standard cost to sales dollars to direct labor hours. The key fac- 
tor in arriving at the rate of sales dollars to be produced per di- 
rect labor hour, or in adjusting a rate based upon experience, is 
the lot size of the production order. Obviously, a reduction in 
order lot sizes to conform to the projected sales will increase the 
ratio of setup to machine or productive time and correspondingly 
decrease the number of sales dollars produced per direct labor 
hour. 

The “balance to be manufactured,” stated in sales dollars in 
Exhibit 2, was camputed merely as a step in converting the stand- 
ard cost of material to be manufactured to the number of direct 
labor hours required for such manufacture. However, it served, 
when compared with the total projected sales for 1948, as an in- 
dication of the extent to which projected sales could be satisfied 
from current inventories of finished parts. 

From the computations developed in Exhibit 2, it was possible 
to draw the following general conclusions : 


1. That the excess sales backlog on the manufacturer’s books 
at October 31, 1947, would be eliminated at the end of 
1947, if the present rate of operation continued until that 
time. 

2. That a drastic reduction in plant personnel would be likely 
to be required as of January 1, 1948. 

3. That substantial savings could be effected as of January 1, 
1948, by completely eliminating the second shift opera- 
tion with its disproportionate overhead supervision and 
night shift premium costs. 
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A. B. C. Company . 





Computation of Estimated Plant Load in Diréct Labor Hours for the Year 
1948 Benet Upon 1948 Sales Forecast = Inventory Analysis as of October 


Total amounts, at stand- 
ard cost, to be produced, 
per inventory analysis 
as of Oct. 31, 1947.. 


Less: 


Work in process inven- 
tory per books, at Oct. 
Lod 1947, at standard 

kee to be manufac- 
tured from Oct. 31, 
1947, to Dec. 31, 1948, 
at standard cost...... 

Balance to be manufac- 
tured from Oct. 31, 
1947, Dec. 31, 1948, in 
sales dollars (rafio of 
standard cost to sales 
| 


Total direct labor hours 
required (rate $11).. 


Direct labor hours re- 
quired per week ..... 


Plant capacity in direct 
labor hours per week 
at Oct. 31, 1947: 


First shift ........ 
Second shift ...... 


Per cent of plant ca- 
pacity . ao pro- 


jected sa 
Oct. oT #1947, basis. 
One-shift basis ve 


31, 























* Total direct labor hours required in 1948—335,068. 


Exurir 2 


i To be manufactured—1948 
in 
process at First Second 
Oct. 31,1947 quarter quarter Last half 
$740,689 $395,885 $368,413 $710,105 
405,192 _ — — 
$335,497 $395,885 $368,413 $710,105 
$838,742 $989,712 $921,032 $1,775,262 
76,249 89,974* '83,730* 161,387* 
9,531 6,921 6,441 6,207 
8,261 8,261 8,261 8,261 
1,239 1,239 1,239 1,239 
9,500 9,500 9,500 9,500 
100% 73% 68% 65% 
115% 84% 78% 75% 
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4. That no costly overtime operation would be necessary 
after January 1, 1948. 

5. That, in fact, it would be possible to handle some subcon- 
tract or “filler” business in 1948, in order to absorb idle 
plant capacity ranging, on a one-shift basis, from 16 per 
cent in the first quarter of the year to 25 per cent in the 
last six months of the year. 


The manufacturer had thus arrived at the basic information 
necessary to develop a production program for the ensuing fiscal 
year, which clearly defined a level of plant operation necessary to 
produce a given volume of projected sales. 


Budgeting Manufacturing Expense 

The next step was to translate the production program into esti- 
mated costs in order to effect financial coordination toward the 
profit objective. It was the opinion of the management that direct 
labor costs were being adequately controlled by means of a wage 
incentive plan covering direct labor operations. It was also felt 
that a high degree of control of material costs had already been 
obtained by the application of rigid engineering standards govern- 
ing the use of raw materials, and by a provision in the wage incen- 
tive plan providing penalties for excessive scrap or spoilage in the 
manufacturing processes, The greater benefits would, therefore, 
accrue from the application of strict budgetary control to manu- 
facturing overhead costs. 

A tabulation was made of the variable, semivariable, and fixed 
manufacturing overhead costs as shown in Exhibit 3. Column I 
of Exhibit 3 represents the actual costs incurred in a recent twelve 
months’ period during which 494,000 direct labor hours were 
expended. Column 2 represents the amount of reduction in vari- 
able costs which could be effected merely on the basis of the reduc- 
tion in volume. These figures were computed solely to reflect 
percentage reduction from direct labor hours expended in the re- 
cent twelve months’ period (494,000) to the direct labor hours 
(335,068) required in the ensuing fiscal year to produce the pro- 
jected amount of sales (See Exhibit 2). 

Column 3 represents the amount of any further reductions con- 
sidered possible. The amounts reflected therein were based upon 
a detailed study of each cost involved and included: (1) a re- 
duction (in addition to the percentage volume reduction) con- 








bat bd et C79 > bt het ot tr at EP td bed sd d,s me et ct cee 


Dire 














Account 


Variable and semivariable expenses: 


Plant management ...... 
Plant supervision ....... 


et wr = development 
raining school ........ 
Internal trucki: 


Group insurance ........ 
Compensation and acci- 

dent insurance ........ 
Shop supplies .......... 
ELE Si edadvenses oss 


Cat .ccccccccvecseccces 


Hi 
Miscellaneous production. 


Total variable and semi- 
variable expenses ... 


Fixed expenses: 


Total fixed expenses... 


Total manufacturing ex- 
pense SB nccccces 


Direct labor hours........ 


A. B. C. Company 
Manufacturing Expense Budget 























*Represents monthly dollar cost. 


Exugrr 3 


Year 1948 

(Column 1) (Column 2) (Gotene, 3) (Column 4) (Colman 5 
fe aa ee “hrect 
Oct. 31, 1947 (32%) ing overhead for 1948 in 1948 
$ 136,179 $43577 $ — $ 92602 §$ .2762 
348.345 «155,047 25,000 168 "5021 
53,793 17,214 2500 34,079 1016 
121.456 prin pe 121,456 3623 
16,408 = = 5,906 0176 
40,281 ~ 8,500 31,781 0948 
89,200 28,544 4,000 656 1691 
86,465 on 25,000 61,465 1834 
18,576 5,944 at 12,632 0377 
11,767 3,765 3 8,002 0239 
16,602 5,313 vas 11,289 0337 
berg 18109 3,500 sist 1049 
2,377 = 500 1,877 (0056 
89,501 28,640 es 60,861 1816 
45,577 pai 10,000 35,577 1062 
13,577 pe 12,077 1,500 0044 
ae 30,789 ae “eo 
54,762 17,524 met 37,238 ‘111 
44,867 14,357 5,000 25,510 0761 
15,718 ‘ 2,500 8188 0244 
67,003 = 12/500 54,503 1627 
$1,381,557 $353,217 $144,766 $ 883574  $2.6361 
$ 5,184 pe S 5,184 $ 432* 
55,053 a= Saat 55,053 4,588* 
95,762 a 95,762 7,980* 
$ 155,999 “ je $155,999 $13,000" 

$1,537,556 $353,217 $144,766 $1,039,573 

494,000 335,068 
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sidered possible because of the elimination of the second shift 
with its disproportionate supervision costs and night shift pre- 
miums, (2) efficiency savings because of the contemplated applica- 
tion of a job rating and incentive plan to indirect workers, and 
(3) savings which would be effected by means of rigid budgetary 
control of costs. 

Budgeted costs (column 4) were then computed by deducting 
columns 2 and 3 from column 1. It should be noted that, in arriv- 
ing at the amounts included in columns 2 and 3, due consideration 
was given to the opinions of those shop executives and supervisors 
who were ultimately to be responsible for controlling costs within 
the budget program. 

Budgeted costs were then converted into terms of cost per direct 
labor hour (column 5) by dividing budgeted dollar costs by the 
direct labor hours (335,068) required in the ensuing fiscal year. 
Although budgeted costs per direct labor hour, so arrived at and 
regarded as the key factor for control purposes, were based upon 
a fixed volume of production, they could be adjusted from time 
to time for changes in volume or other factors by making a recom- 
putation along the same lines as the original computation which 
Exhibit 3 illustrates. 


Control of Operations and Costs 


With the availability of the budget information developed, a 
revision was made in the manufacturing expense schedule included 
in the monthly operating reports of the manufacturer to provide 
a comparison of the actual costs incurred with the budgeted costs 
and the amount of any increases or decreases as compared with 
budgeted costs. The amounts of budgeted costs used each month 
were arrived at by multiplying the actual direct labor hours ex- 
pended in the particular monthly period by the budgeted rate per 
direct labor hour as developed in column 5 of Exhibit 3. 

The accountant or budget director was thus provided with the 
basic requirements for presenting a budget program to the shop 
executive responsible for carrying it out, for keeping the shop 
executive or supervisor informed of progress made, for reporting 
and placing responsibility for failure to meet the program, for 
taking remedial action, and thus for controlling shop operations 
and costs at a level necessary to attain the over-all profit objective. 

















BASIC STEPS IN DEVELOPING A DISTRIBUTION COST SYSTEM 

By FRED L. HEATH, 

Fred L. Heath & Co., 

Chicago, Ill. 
5 pep objective of a distribution cost accounting system must be 
to improve a company’s profit. If it will not do this any new 

setup will merely represent change for the sake of change. Increase 
in profits is the one positive objective. If distribution cost account- 
ing is installed merely to reduce distribution costs or hold them in 
line, the approach is negative. If a company reduces distribution 
costs in this way and the profits are not increased, the system has 
served no useful purpose. However, if the system provides in- 
formation enabling more intelligent direction of effort to produce 
more truly profitable sales and fewer marginal ones, the approach 
is positive. 

For example, it may well be that a company’s profits can be 
increased by a rise in distribution costs. The training of industrial 
accountants has been to think in terms of cutting production costs. 
Cutting costs in distribution may be the very thing some com- 
panies should not do. There is no assembly-line inspection to 
make certain that quality of effort is not cut as well. The proba- 
bilities are that it is the destiny of sound accounting control pro- 
cedures for distribution costs to supply the lack of a comparable 
appraisal of productive effort by disclosing analytically the result 
of distribution policies. 

On this general question of outlay appropriate to distributing 
products, it may stimulate the imagination to consider what a wide 
difference the type of distribution operation will make. A manu- 
facturer may sell exclusively by direct mail effort, advertising, 
sales staff, or sales agents—or some combination of these—and he 
may sell to wholesalers, retailers, or consumers. I have in mind 
a shoe company “selling syndicate” to three customers. Sales 
expense consisted of a portion of executive salaries. However, 
since this company was making half a million pairs of shoes each 
year which were retailing for $2.75 above the company’s price for 
them, distributing expenses and profits of others were consuming 
$1,375,000 somewhere along the line. In a sense, this figure is 
cost of distribution of the company’s products and change in policy 
under which it began to sell to a different level of customers would 
push the profitable distribution costs in the direction of this up- 
ward limit. 

949 
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Opportunity for the Industrial Accountant 


Of course, distribution costs should be threshed for the chaff 
and waste in the same way that costs of production are. In fact, 
in the remainder of this article the predisposition of the accountant 
to think of control as simply limitation on outgo is likely to take 
over again because we shall be talking about product and func- 
tional costs of various sorts and the instinctive thought will be 
“keep it down.” That is why I have indicated at the start that 
my meaning will rather be “keep it profitable.” 

In substance, what follows will deal with (1) the utility for 
distribution expense control of the adoption of standard prices 
understood simply as product costs including allocation of general 
and commercial overhead as well as planned profit, (2) product 
and functional cost analyses of various types, and (3) an indica- 
tion of the sort of “spot” cost accountants will find themselves in 
when they have the right sort of information to supply to manage- 
ment on the subject of distribution costs. It will be a “tight spot” 
only in the sense that ignorance is bliss. In all other senses, it will 
mark a generally improved situation in which distribution costs are 
given deserved attention and the cost accountant finds a new field 
of endeavor in implementing management policy. 

I believe that the cost accountant has not taken his proper posi- 
tion in industry and that he will not unless he begins to exercise 
his imagination, to think in terms of profits instead of costs, and 
to learn to sell and to get his ideas across to his organizatjon. In 
addition, it seems to me that he can accomplish what he desires 
most easily if he takes the “bull by the horns” and sells manage- 
ment the following background ideas: 


1. Factory costs are only partial costs. 

2. Sales, advertising, and other distribution costs are over- 
head to the same degree and as ripe for control as factory 
overhead. 

3. A proper charge for profit on any product or job is a 
“cost” not to be impaired by selling prices if it can be 
helped. Profit should not be something that may be left 
after all bills are paid. 

4. A standard price which would in effect be a total product 

cost should be developed to keep the profitability of sales 

in the forefront of attention at all times. 
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Use and Development of Standard Prices 

Today, in standard costs there are ordinarily variance accounts 
for labor performance, material yield, overhead absorption, and 
other elements. A standard price would enable management to 
maintain a variance account to disclose the effect of sales under or 
over a price developed as a reliable indicator of profitability. A 
standard price is not a selling price as such, although if the two 
coincide it may well be a favorable factor in the conduct of opera- 
tion. Often the sales department may be forced to sell for less due 
to a competitive condition but the knowledge of what is being 
done, in terms of standard prices, will stimulate compensatory 
policies with respect to other products. 

The sales department will be able to know the contribution of its 
efforts and policy decisions to company profits. Sales divisions of 
some companies now using a standard price procedure set up their 
own forecast profit and loss statements on the order backlog and 
present it to management saying, in effect, “Here are profits of 
the company for December, January, February, etc., if the plant 
does its job of keeping within standard costs and maintains the 
shipping program promised.” There is no surer way to make a 
sales organization profit-conscious rather than volume-conscious 
than by employing standard prices and keeping track of related 

variances. 

- . In constructing the cost basis of the standard prices for prod- 
ucts, it seems to me important to distribution cost accounting that 
the allocation of administrative and inside sales expense and any 
other allocations of sales expense that have to be made should be 
in proportion to labor and overhead, excluding material costs, 
and that the profit included in the standard price be similarly ar- 
rived at. This is the conversion cost principle of pricing and 
seems to me to be appropriate to the application to products of 
general and sales overhead and anticipated profit because, under 
normal conditions in the average company, administrative effort 
is focused on operations rather than material procurement. In 
addition, the more labor and overhead that goes into a product the 
more selling is required, although this contention might bear more 
explaining not possible here. At all events, it can hardly be ques- 
tioned that, if a company is selling an engineered product and also 
a jobbed item, more labor and overhead is expended on the engi- 
neered product, more selling ability is required, and more profit 
taken. A jobber salesman is not comparable to a sales engineer. 
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Standard price is an extension of standard cost, or whatever 
costing method is in use, to produce a total cost. This standard 
price implies allocation to products on a practical basis of all dis- 
tribution costs and profit expectations. Just as standard costs 
represent careful predetermination of factory cost, standard prices 
provide a predetermined total cost with allowable amounts of 
expenditures properly charged or allocated. They may be used to 
establish variances either against actual distribution costs or actual 
sales prices, making for control in both directions. 


Analyses of Profitability and Functional Costs 

If I were asked to frame a single recommendation which would 
afford proper direction for setting up a satisfactory system of 
distribution cost control, it would be to make a list indicative of 
the purposes for which such a system is to be used. The sequence 
of distribution processes should probably receive first notice as, 
in effect, a display of the functions needing control and should be 
followed by notation of product, territory, and customer, salesman, 
tonnage factors, etc., as analytical means to control. Thus the 
first portion of the list might well consist of a step-by-step detail 
of the processes, applicable to the particular company, involved in 
distribution. This list might include shipping, warehousing, stor- 
age, transportation, advertising, service, recording, collecting, etc. 
On the basis of these processes, pertinent questions will suggest 
themselves and will lead to recognition of further purposes which 
must be realized if the challenge of establishing a distribution cost 
control system is to be met. Among the things which it would be 
important to consider, it seems to me, are: 


Profitability analysis: | Other relevant costs: 
Classes of products Fixed handling costs per order 
Individual products Cost per salesman’s call 
Territories Sales service costs 
Principal customers _— office costs 
, iscounts paid to jobbers 
Comparative sales costs: Shipping comeiigltencs on 
Territories — products and class of business 
Class of business Warehousing costs (same aspect) 
Physical units oe , 
Weight Advertising costs (effectiveness) : 
Direct mail 
Media advertising 
Point of sale advertising 
Field sales promotion 
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Inter preting the Disclosures 

Suppose that one of the analyses deyeloped shows that two- 
thirds of the company’s business is coming from one-third of its 
sales force or manufacturers’ agents! It may easily be found that 
this relationship, or worse, exists unless there are only one or two 
salesmen. Perhaps management will begin to study the allocation 
of territories, the capability or the training of salesmen and their 
physical effort. Certainly diminishing returns are occurring if 
two-thirds of an important category of sales cost produces only 
one-third of the volume. Or it may be that less than ten per cent 
of the active accounts are found to produce seventy per cent to 
ninety: per cent of this volume. If so, management will begin to 
question whether or not all customers are good customers. 

If it can be shown through tabulation of the frequency of calls 
that many of the salesmen expend most of their time nursing a 
few large accounts and very little time bringing in new and diver- 
sified accounts, this could be the signal for a move on the part of 
management to stimulate the desire on the part of the sales force 
to obtain new business. Or when it turns out that it costs at least 
$6 for a salesman “to turn a doornob” (his salary and expenses 
divided by number of interviews) and that it may be costing two 
or three times as much for some men, is it not likely that sales 
management will begin determining if salesmen are sufficiently 
guided in their productive efforts? 

It is a rule of common sense that a salesman’s sales are in pro- 
portion to his exposure to prospects, assuming intelligent direction. 
of effort is used in presenting his company’s products. The num- 
ber of calls and the cost of calls must be made apparent to enable 
the sales management to calibrate the physical effort of a sales- 
man as well as his focusing of his capabilities. Sales managers 
often say their “sales engineer’s” work is such that it cannot be 
preplanned. Practically always this statement reflects settled habits 
of thought, for almost anything can be planned. If a salesman’s 
profit is substandard, provided territories are balanced, he is either 
substandard on the score of capability or physical effort and in 
need of either direction or incentive. 

When the profit analyses show that some territories with high 
sales volume produce equal or less profit than territories with less 
sales volume, it might indicate which salesmen are selling (or 
which areas are markets for) products or jobs that produce the 
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greatest profit return to the company. If an analysis showing 
profitability by customer is made and it can be demonstrated that 
a certain type or class of customer is most profitable, supple- 
mentary research on the part of the sales division will almost 
certainly come into play. Directives to the sales force to go after 
these new prospects may result. 

Other costs may yield a like picture. It may be costing the com- 
pany a minimum of (say) $2.50 or as high as $6 to handle each 
order. Many customers’ orders will not be sufficiently large to 
absorb this cost. If this has been true month after month or 
even year after year, disclosure may startle the sales division into 
insisting on new outlets or contacts. On another point, ware- 
housing and transportation costs, selling costs to thin markets, the 
cost for carrying the accounts, etc., may exceed what would be 
paid in jobber discount to distribute in that way. 


The Policy Area 

The question of sales policy at once comes up for discussion in 
connection with all these matters. One of the most important de- 
velopments from digging for information and establishing a dis- 
tribution cost accounting system is the degree to which the entire 
sales and distribution policy may be challenged. In addition, a 
distribution cost accounting system will begin to stimulate the 
imagination of the industrial accountant on policy matters. Year 
after year the manufacturer of bottles sends his men out to sell 
them. He has warehouses, trucks, etc. Right behind his salesman 
comes a salesman from the closure manufacturer who makes 
bottle caps. He also has a warehouse, trucks, etc. The bottle is no 
good without the cap and vice versa. If some cost accountant in 
either of these companies began to analyze, he would perhaps begin 
to think in terms of presenting to management the idea of con- 
solidating sales of noncompetitive products going to the same 
source. 

For years executives in industry have shown instant interest if 
someone started talking of cost reduction. When comparable at- 
tention is given by executives to carrying analysis and preplan- 
ning through sales and overhead costs to determine the type of 
sales they can get most economically, the profits of any company 
will be substantially increased. Cost accounting for distribution 
will be a major step in such preplanning. 

















A POST-SALE RECORD FOR MANUFACTURED 
EQUIPMENT ° 


by RUSSELL I. JOHNSON, 


Tabulating Supervisor, Caterpillar Tractor Co., 
Peoria, Ill. 


T has been observed that “the best way to succeed is to produce 

an item which could be sold at a profit for five cents, used once, 
thrown away, and another purchased.” The originator of that 
expression recognized that in the type of product he had in mind, 
no warranties were involved, no replacements or service were 
necessary, and all of the benefits of mass production and mass 
marketing were available. Notwithstanding the soundness of the 
formula giver, durable goods must be produced, distributed, serv- 
iced, and, (regrettably) sometimes replaced, and the success or 
failure of the manufacturer depends largely on the performance of 
these functions. 


Problems of Replacement Parts Business 


Although new entrants into mechanical durable goods fields find 
many customers for their products in times when there is a back- 
log of demand for such products, the veterans of these fields have 
learned that in normal times they must be able to keep previously 
sold machines operating as long as such operations are economical 
for their owners. Mr. Blackie, Vice President of Caterpillar Trac- 
tor Co. in a forum letter published in the December 15, 1947 N. A. 
C. A. Bulletin offers the following definition of “normal times”: 
“A theoretical concept about what would be if unusual things 
which usually are never were.” 

To keep old machines operating requires the retention of the 
tools for manufacturing replacement parts of all models pro- 
duced, investing large sums of capital in parts producing facilities 
and parts inventories and the establishment of either company- 
owned or distributor or dealer facilities throughout the territories 
in which the products were sold. 

Each manufacturer probably knows whether or not his products 
are of the kind which may require post-sale attention, but the de- 
gree of such attention may not be readily determinable. When the . 
new peacetime trends have become clear and true competition is 
again exerting its forces (i.e., when we quit taking orders and start 
955 
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selling), we will have to know which territories are not being 
“worked” and those which have relatively low potentialities. 


Machine Ownership Survey 


Although there are probably other methods of accomplishing the 
same purpose, our organization has recently completed a “Machine 
Ownership Review” which enables the company and its dealers 
and distributors to have current statistical information on each 
of the following items: 


Present owners’ names. 

Types of machines in use. 

Models of machines in use. 

Serial numbers of machines in use. 

Type of industry in which each existing machine is being 
used. 

County and state in which each machine is located. 

Sales division in which each machine is located. 
Distributor or dealer having jurisdiction over each ma- 
chine. 


YP? PS 


Syw Oo 


For many years a record of all of the above data was manually 
prepared at the time the products or machines were sold to the first 
user. The need for a more detailed and up-to-date record, one 
which would reflect present users and other current conditions per- 
mitting more accurate prognostication of the future, arose on 
many occasions. Shortly after the conclusion of the war it was 
decided by officials of the company that the record of machine 
ownership must be brought up to date and thenceforth kept cur- 
rent. The assignment was given to the sales department which 
called upon the accounting department to assist in the compilation 
of the information gathered. 

Using the old manual record as a starting point, separate listings 
of machine serial numbers were prepared according to the dealer 
or distributor who had originally made the sales. At this point the 
cooperation of the dealer and distributor organization was elicited 
to check physically, where possible, all of our equipment in their 
territories for additions to, or deletions from, the lists. 

As the corrected and up-to-date lists were returned to the com- 
pany by the dealers and distributors, the data was manually tran- 
scribed to a “Machine Ownership Record” electric accounting ma- 
chine card (Exhibit 1). Although the manual transcribing of 
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information from lists to cards appears to be a superfluous opera- 
tion, it was deemed necessary because the numerous corrections to 
the original lists would have reduced the speed at which the key 
punch operators could work. 

The cards were then key punched and individual tabulations 
were prepared listing the machines in the territory of each dealer 
or distributor. A master model and machine code was used to re- 
duce the product nomenclature to a basis adaptable to electric 
accounting machines. Each tabulation was then checked against 
the handwritten information on the cards and the original lists 
which had been corrected and returned by the distributor or dealer. 
Any errors which were found were then corrected by repunching 
and retabulating. 

When all clerical errors were eliminated, corrected tabulations 
were mailed to the respective dealers and distributors in order to 
secure some serial numbers and market classifications (type of 
industry of user), and for further rechecking where the original 
data appeared incorrect. As these tabulations were again returned 
by the distributors and dealers, the changes appearing thereon 
were made in the tabulating cards and final tabulations were pre- 
pared and checked. Because the machine ownership record main- 
tained at the factory can be utilized for their benefit, distributors, 
and dealers have been extremely cooperative in furnishing the re- 
quired information. 











958 N. A.C, A. BULLETIN 


W by Tabulation Is Employed 
Advantages of a punched-card machine ownership record in- 
clude the following : 


It provides an efficient method of compiling data. 

It requires a minimum of storage space. 

It is readily accessible for maintenance. 

It is so constructed that it will mechanically write any re- 
port within the limitations of its data. 

5. It is flexible in that it has practically unlimited possibilities 
in answering ever-changing requests for information. 


?Y » F 


The last-named advantage is probably first in rank of import- 
ance. Answers to questions of dealers or distributors as to the 
number and kinds of machines in a territory, the type of work at 
which the machines are employed, the counties in which the ma- 
chines are located, the ages of the machines, the potential “repeat” 
customers, etc., (and etc., etc., etc.,) are readily provided. At the 
factory, use of the machine ownership record provides answers 
to such questions as to whom advertising literature should be 
mailed, where sales campaigns should be coftcentrated, what re- 
placement parts should be manufactured and stocked, which dealers 
and distributors need encouragement, etc. 

Typical of the tabulations which are prepared from the cards 
are listings of items in the machine ownership record by: (1) type 
of machine and model, (2) market classification code number 
order, (3) county code number order, and (4) machine serial 
number order, which is tantamount to an aging of the products in 
the hands of users. All of these groupings display the same col- 
umn headings and data for each machine, i.e., owner’s name, ma- 
chine class, model class, serial number, market class, county, state, 
sales division, and distributor number. 


Methods of Maintaining Accuracy 


A record not kept up to date is not worth keeping. Only a few 
essential steps are necessary to attain this goal in the maintenance 
of the machine ownership record : 

1. A punched card record is prepared each time a new prod- 
uct is sold. In our opinion, this data is best obtained from 
a copy of the original sales report furnished by the dealer 
or distributor. 
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Please make entries on "Caterpillar Machine Ownership Record as follows: 

















POWER UNIT ; 4Y 
Model Machine Serial No. 
Former Owner J. BE. LAMPORT - a 
= ~ Name Tee . Or R.F.D. 
CHICAGO P COOK ; ILLINOIS SAWMILL 
City County State ~—~Warket Class 





te: If Former Owner is not known, write "Unknown" in name space above. 











resen E, RB, ELAMWER » ROUTE 
] . semua Street & No. ore 





PEORIA : PEORIA, ILLINOIS, SAMI ] 
City County State Market Class 





7 Machine has moved out of our territory. New owner unknown. 





We believe it has gone to 
State 





in. , territory. 
’ Distributer 
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PEORIA , PEORIA \ ILLINOIS 
ng Distributor City tate 


ER ee 
< Date____ OOTORER 1948 












: Mail To Caterpillar Tractor Co., Attention: Sales Records Section, 
Peoria 8, Illinois. . 
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2. The existing record is changed whenever a product is 
traded by the user to a dealer or distributor for a new or 
different product. Information for the change in the 
record is obtained from a “Machine Ownership Report” 
form furnished by the distributor or dealer. (Exhibit 2.) 

3. Service reports filed by dealers and distributors should be 
compared with the machine ownership record to observe 
any omissions or changes. 

4. Periodically, the accuracy of the machine ownership record 
data should be confirmed by directly corresponding with 
the owners. 


Substitution of Fact for Fancy 

To help insure the use of the record for authorized purposes 
only and to prevent unwarranted duplications of requests for data 
from the record, our company has insisted that all requests for 
machine ownership information be routed for approval through 
one individual in the sales department. The “ownership” or “prod- 
uct” record which has been described in this article is of a cer- 
tainty no necessity for every business but it, or its counterpart, 
seems to be an invaluable tool without which a mechanical durable 
goods manufacturer can only flounder when he attempts to foresee 
the future. While crystal ball gazing, phrenology, and numerology 
seem to have been used in forecasting events by some of our 
economists and by lay individuals, past and present—even in pub- 
lic office—the use of such mystic devices is not recommended for 
those who wish to continue in business. 
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PAYROLL ANALYSIS FOR LABOR COST CONTROL 


by GLOYD A. HARLOW, 


Manager, Cost and Payroll Department, 
Lake Shore Tire & Rubber Co., 
Des Moines, lowa 


[IF LABOR COSTS are to be controlled they need constant 

study and analysis. A periodic payroll analysis, covering both 
direct and indirect labor and based on a careful study of what 
the costs should be, can provide the basis for such control. The 
payroll analysis plan described in this article has several interest- 
ing and worth-while features which should prove of interest to 
all accountants. This plan was developed to meet the need for 
control information on labor costs by management, department 
heads, and the cost department in a company engaged in the man- 
ufacture of rubber tires. It was developed to provide a check 
on the effectiveness of labor employed and the cost of extra allow- 
ances due to such causes as machine breakdowns and material 


shortages. 
Labor Classifications 


The analysis covers both direct and indirect labor of both pro- 
ductive and service departments. In the productive departments 
the costs are classified as direct labor, indirect labor, night pre- 
miums, overtime premiums, and cost-of-living wage allowances. 
Included in the indirect labor cost of productive departments are 
payments to direct workers for delay time and special allowances 
‘ resulting from machine breakdown, lack of material, and failure 
to earn guaranteed base rates. In the service departments the 
costs are classified as indirect labor, mechanics labor, night pre- 
miums, overtime premiums, and cost-of-living wage allowances, 
paid to such employees as painters, storekeepers, mechanics, and 
truck and tractor drivers. Mechanics’ labor is a separate expense 
accumulation of the payroll costs of the plant maintenance crews 
in the maintenance department. 


Report Periods 
Our fiscal year consists of thirteen accounting periods of four 


weeks each. Payroll analyses are prepared weekly and summarized 
at the end of each four-weeks period. Separate weekly labor 
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analyses are prepared for each department (Exhibit 1) by labor 
operations and expense classifications and the totals by depart- 
ments are summarized on a report covering all departments. 
Each report provides space for the figures for four weeks and 
for reporting the totals and variances for the four-weeks period. 

Labor cost control is aided by a sound job classification plan 
with equitably related occupation rates, based on a fair evaluation 
of each labor operation, and by keeping all possible operations 
which are directly related to production on an incentive basis. In 
our case a piece-rate system is used. For cost control, manage- 
ment needs to know where and why hourly rated earnings are 
being paid where piece-rate earnings should apply. Our labor 
analysis report provides the breakdown for all direct labor opera- 
tions, “P” signifying piece rate and “D” indicating day work. 
Production department foremen and the industrial engineering 
department are required to furnish reasons for day work on those 
operations where piece rates should apply. 


Relating Costs to the Activity Level 


Providing a department supervisor with a weekly report of 
labor costs by operations and expense accounts will give him 
some help in labor cost control. But unless he knows what his 
labor costs should be for the activity level at which he operates, 
he has no way of knowing whether or not his costs are in line, 
We meet this need by providing a weekly forecast budget for 
each labor operation in the department. Our forecast budgets 
are revised quarterly, and the weekly amounts developed for a 
normal or 100 per cent activity level. This 100 per cent budget 
is shown in the first money column of the labor analysis report. 
(Exhibit 1.) 

In addition to the actual expenditures for the week each report 
shows at the top of the column the level of activity for the week. 
This departmental activity rate is based on the same measuré of 
activity as is used in developing the budget, i.e., standard labor 
hours, standard labor dollars, units, pounds produced,etc. If de- 
partmental activity for the week is at the forecast or 100 per cent 
level, the budgeted and actual amounts are directly comparable. 
If production is above or below the 100 per cent rate, the budgeted 
allowances can be extended at the actual rate of activity to provide 
the standard allowance at that activity level. 
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Payrott SUMMARIZED By Expense CLASSIFICATION 
Period Thirteen—Ended 11/30/47 
Current period Cumulative year to date 























Variance Variance 
from from 
standard standard 
+ Favorable + Favorable 
Account —Un- —Un 
number Item Actual favorable Actual favorable 
$ $ $ $ 
10 Direct labor... 215,113.14 +3,809.93  1,986,314.63 . +14,813.84 
223 Indirect labor. 16,318.14 —199.13 165,274.49 —47.99 






243-52 Overtime pre- 

“pee 2,048.63 —53.18 48,363.18  -+1,014.16 
243-61 Night premium 5,433.16 +54.29 75,813.73 +984.16 
243-66 Cost of living 


wage allow- 
TOES 16,894.33 —169.53 164,894.13 —5,842.92 


249 Mechanicslabor 10,594.61 +89.33 136,548.16  -+4,893.16 
500 Warehousing 
and shipping. 2,083.17 +35.13 26,947.31 —269.73 


Total payroll 268,485.18 +3,566.74  2,604,155.63 +15,544.68 


Exuusir 2. 


































By. comparing the actual expenditures with the standard allow- 
ances for the level of activity experienced, a foreman can readily 
determine whether or not his labor costs are running in line with 
the production level of his departmnent. To guide the department 
foreman in effective use of the weekly payroll analysis report, 
we issue a budget guide book (which he has helped to prepare) 
in which weekly budget dollars are converted into numbers of 
men (called a manpower budget) and man hours per week. 

One factor in our plant which aids in the fast preparation of 
these reports is that inventories of productive departments are 
maintained at constant levels from period to period. This per- 
mits us to charge all direct labor and burden to production and 
eliminates the necessity of evaluating labor in process. 














Review Meetings 

At a weekly meeting conducted by production management the 
reports for each department are reviewed. Where unfavorable 
results are shown for an operation, explanations are obtained to 
determine whether or not the excess spending was justified. If 
not justified corrective measures to bring the cost in line in 
subsequent weeks are decided upon. The weekly discussion meet- 
ings provide suggestions and recommendations on which the in- 
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dustrial engineering and personnel departments, as well as the de- 
partmental foremen, can act to control and reduce labor costs. 
Notes and comments collected at these discussions are valuable 
in connection with subsequent revisions of the forecast budgets. 

The variances arrived at for each week merely provide guid- 
ance by indicating approximate results, although the approxima- 
tions are remarkably close. While the labor analysis report does 
not show the variance figures weekly, it does provide actuals for 
each week and for the four-week period, and the total variance 
for the period to the nearest dollar. These variances represent the 
actual gains and losses as shown in the profit and loss statement. 

The complete payroll analysis for an accounting period, in 
addition to its use for cost control, becomes the basis for the 
periodic journal entries, giving the distribution of the total payroll 
by general ledger expense classifications. This is illustrated in 
Exhibit 2. 
Preparation of Reports 

The preparation of the payroll analysis report requires the co- 
operation of various departments. Briefly, the responsibilities 
in connection with its preparation are as follows: 


1. The cost. department is responsible for developing the 
weekly budget figures, and it originates the analysis at the 
beginning of each accounting period. 

. The planning and scheduling department, which is respon- 
sible for departmental production reports, furnishes pro- 
duction figures to the cost department where they are 
related to weekly forecast budgets and activity per cents 
are calculated. 


. The payroll department accumulates weekly labor total by 
operations and by departments, broken down. as required 
on the analysis report, posts to the report each week, 
and accumulates a total for each accounting period. 


. While the payroll department is completing labor distribu- 
tion for the last week of the accounting period and has 
totaled the reports, the cost department develops standard 
dollars earned, based on production for the period. The 
cost department now completes the report for the period. 
They record the variances on the report as developed for 
each item by comparing standard earned with total actual 
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for the period. Unfavorable variances indicated by a 
minus sign indicate underabsorbed expense for the period, 
while others reveal savings or favorable results. 


Prompt Issuance Increases Usefulness 


This detailed analysis for a four-week period can be issued for 
the week following the period to which it applies, and does not have 
to wait for completion of factory cost statements which usually 
require more detail in development and cannot be issued for an- 
other week or ten days. Thus, without waiting for the factory 
cost statements, all payroll labor has been analyzed in detail and 
submitted to responsible personnel in a very short time following 
the close of the accounting period. The foreman of a department 
registers satisfaction when he can see the results of his efforts 
in dollars, and see the part he played in the operation of a unit or 
department of his company. Management can see the departments 
where results indicate something is out of line and can quickly 
take steps to correct the situation. An interesting summary de- 
veloped for management furnishes periodic results on common 
operations for all indirect labor payroll (Exhibit 3). This report 


SumMary or ComMon OPERATIONS For ALL DEPARTMENTS 
Inpmecr LaBor 
Period Thirteen—Ended 11/30/47 ~ 
Current period Cumulative year to date 


Variance 
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brings out the periodic results on allowances and expenses which 
are common in all departments. 


Metbod of Preparation 


Several methods for publishing these reports can be used. 
Where several copies are needed, a duplicating process provides 
the best results. The direct liquid duplicating process is used 
in our preparation of the report where several copies can be ob- 
tained from a master sheet. We use a preprinted master form for 
productive departments and another form for nonproductive de- 
partments and summaries. In originating the report at the start 
of a period, headings, operation numbers and descriptions, week- 
ending dates, and weekly budget dollars are typed on the master 
sheet for each department and each summary. The master sheets 
now are ready for manual recording of weekly labor totals by the 
payroll department. Soon after the first week’s totals and ac- 
tivity factors are posted in detail to the master sheets, the required 
number of copies are run off for distribution, usually two to three 
days following the week-ended date. 

The same master sheets are used for the entire accounting 
period. The labor detail and activity factors are manually posted 
to the master sheets for the second week and copies as required 
are run off for distribution. This is again repeated following the 
third and fourth week while following the fourth week total and 
variances are added before running the final and complete reports 
for the accounting period. 


Conclusion 

In conclusion, it has been observed that management in our 
plant has found the data, the analysis, and the information which 
this method has provided covering payroll expenditures very use- 
ful in controlling labor costs. Foremen of departments have 
taken action as a result of data reflected, resulting in immediate 
cost reductions. The data presented to department heads have 
given them much encouragement as successful managers because 
it has furnished results in dollars gained or lost in their efforts to 
operate a department on a paying basis as far as labor cost is 
concerned. The figures developed through this analysis have been 
of great aid in establishing budgets and standards, which in turn 
have been reflected in competitive unit product prices. 





